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Abstract

Antitrust analysis of bank mergers defines banking markets to be geographically local and to
consist of the cluster of financial products supplied by commercial banks. This definitionis
based on assumptions about households’ and small businesses’ behavior in purchasing banking
services. Thisarticle utilizes data from the Survey of Consumer Finances to examine how
households’ use of financial services and institutions changed between 1989 and 1998. We
investigate the extent to which households still focus their purchases of financial services at local
depository institutions, as opposed to non-depository or distant institutions, and examine the
extent to which purchases are clustered at a single institution. Overall, the results indicate that
househol ds continue, to a substantial degree, to obtain certain key asset services, notably

checking accounts, at local depository institutions.
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Market Definition in Banking: Recent Evidence
Dean F. Amel and Martha Starr-McCluer
Introduction

Antitrust analysis of bank mergers defines banking markets to be geographically local and
to consist of the cluster of financial products supplied by commercial banks. This definition is
based on assumptions about the behavior of households and small businesses when they purchase
banking services. Thisarticle utilizes datafrom the 1998 Survey of Consumer Finances (SCF) to
examine how households: use of financia services and institutions has changed from surveys
conducted from 1989 to 1995. In particular, it investigates to what extent households still focus
their purchases of financial services at local insured depository institutions, as opposed to non-
depository or distant institutions. It also explores the extent to which consumers cluster their
purchases of financia services at asingle financial institution.

The 1990s represented a period of substantial change for the U.S. banking industry. In
1994, Congress passed the Riegle-Neal Interstate Banking and Branching Efficiency Act, which
permitted nationwide banking through bank holding companies as of September 1995, and
nationwide branching as of June 1997. Thislaw was the culmination of atrend toward greater
interstate banking that began with the passage of state lawsin the 1980s. These laws have
allowed an unprecedented merger wave to proceed in banking. The number of independent
banking organizations in the United States has fallen from 12,342 at the end of 1980 to 9,221 at
year-end 1990 and 6,742 at the end of 1999. Some of the firms eliminated have ranked among
the largest in the country, with the BankAmerica-NationsBank, Wells Fargo-Norwest and Banc
One-First Chicago NBD mergers dwarfing previous consolidations. Asaresult, the
concentration of bank deposits in the United States has increased considerably, with the
percentage of nationa deposits controlled by the ten largest banking organizations increasing
from 20.3 percent in 1980 to 36.7 percent in 1999. In the last few years, barriers to consolidation

between banking and other financia industries have also been relaxed. The Gramm-Leach-
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Bliley Act of 1999 allowed mergers among banks, securities firms and insurance companies to an
extent not seen since the Glass-Steagall Act of 1933 had forced the separation of commercial and
investment banking. The Citibank-Travelers merger, creating the largest banking organization in
the country, was the first huge merger to take advantage of the provisions of the 1999 Ialw.EI

While both interstate banking and the consolidation of the financial sector of the economy
have increased concentration in banking, it is not necessarily the case that they have reduced
competition in financial markets. While interstate banking has increased national concentration,
most mergers have not increased concentration substantially in local banking markets. Both
interstate banking laws and the Gramm-Leach-Bliley Act have introduced new potential
competitors into financial markets. And developments in recent years in electronics technology
and financial markets have made it easier, at least in theory, for firms to compete for more distant
customers.

These legidlative and technological developments raise the question of whether antitrust
policy toward bank mergers should be revised to deal with the structure of the industry today.
The U.S. Department of Justice and the federal bank regulatory agencies are charged with
enforcing the antitrust laws in banking, under the Bank Holding Company Act, the Bank Merger
Act, and other statutes. While each agency has its own procedures for analyzing the potential
competitive impact of a proposed merger, al have at their core the notion of Amarket definition(
used in antitrust analysis. According to the horizontal merger guidelines of the Department of
Justice and Federal Trade Commission, the relevant market in antitrust analysisis aAproduct or
group of products and a geographic areain which it is produced or sold such that a hypothetical
profit-maximizing firm, not subject to price regulation, that was the only present and future
producer or seller of those products in that area likely would impose at least a>small but
significant and nontransitory: increase in price, assuming the terms of sale of all other products

are held constant.@EI

2 The Citibank-Travelers merger was announced prior to passage of the Gramm-Leach-Bliley
Act, but in anticipation of adoption of such alaw. The merger would have had to be reversed, in
part, had the law not been enacted.

% U.S. Department of Justice and the Federal Trade Commission, HORIZONTAL MERGER
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In the case of bank mergers, the concept of market definition has been based on three

A

considerations.” First, markets are determined to be geographically limited, with urban markets
roughly the size of a metropolitan statistical area (MSA) — a city and the suburbs around it —
while rural markets encompass economically integrated areas that tend to be the approximate size
of one or two counties. Of course, large businesses may fairly readily use financial institutions
outside of such limited areas, as may wealthy households. But markets are defined to reflect the
regular use of banking services by typical households and small businesses, who face a greater
practical necessity of banking close to home, work, or retail centers.

Second, the relevant product market is taken to be that set of products and services
normally provided primarily by banks. Theideaisthat consumerstend to cluster their purchases
at the institution where they have their main transactions account, and that they favor institutions
offering the full range of bank products. For both theoretical reasons (bank funds are easily
fungible among different types of assets) and practical reasons (they are the only data readily
available for local geographic areas), total deposits are used to approximate the relative size of
firmsin this product market.

Third, competition from non-depository institutions is taken into account indirectly. To
warrant antitrust review, a bank merger would have to raise the Herfindahl-Hirschman index
(HHI), the standard measure of market concentration, by 200 points or more, to alevel above
1800 (the threshold defining a highly concentrated market); in other industries, mergers only
have to increase the HHI by 50 pointsto alevel above 1800 to trigger further revie'w.EI

Additionally, the deposits of thrifts are often included in whole or in part in computing the HHI,

GUIDELINES, April 8, 1997.

* The basis for the current approach to market definition in banking was laid in a 1963
Supreme Court ruling, United States v. Philadelphia National Bank, which found the relevant
market for banking to be essentially local in nature, and the relevant product to be the set of
services offered by commercial banks. For arecent review of issuesin the analysis of bank
mergers, see Dean F. Amel, Antitrust Policy in Banking: Current Satus and Future Prospects, in
BANK STRUCTURE AND COMPETITION 166 (Fed. Res. Bank of Chicago, 1997).

> The HHI is the sum of squared deposit shares within the geographic market.
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to recognize the particular source of competition they posze.E

The current approach to antitrust policy has received widespread, and sometimes strong,
criticism from bankers, academics, and policy makers. Technology is said to have substantially
broadened feasibl e distances between households or small businesses and the financial
institutions with which they can do business. Whereas financia transactions were previously
conducted primarily in person, it is now straightforward to do business by phone, mail, ATM or
computer. If technology hasindeed diminished the importance of physical proximity, the local
definition of banking markets may be less relevant or even obsolete. Moreover, the past two
decades have seen a proliferation of products that compete with traditional bank products (such
as mutual funds), and considerable entry of non-bank institutions into product lines once
dominated by banks (like consumer finance and mortgage finance companies). Thisraisesthe
guestion as to whether the “ cluster” of bank servicesis till arelevant concept of the product
market: If consumers no longer have a Asettled preferencell for getting most of their financial
services from full-service banks, or banks no longer dominate most product linesin the cluster,
the traditional analysis may give amisleading view. Finally, anaysts point out that, with barriers
to entry reduced by legislative and technological devel opments, standard measures of
concentration may be quite misleading if potential for entry isindeed much stronger than it used
to be.

This article contributes to this debate by examining evidence on households use of
financial services and institutions from the Federal Reserve Board:s SCF. The SCF collects very
detailed information on households accounts and loans, and the institutions from which they
acquirethem. Analysis of the 1989 and 1992 surveys provided important evidence in favor of
the view that markets are local, with banks dominating most product linesin the cluster. This
article presents new data from the 1998 survey, and examines how households use of financial
services and institutions has changed from earlier surveys. In particular, we investigate to what
extent households still (1) focus their purchases of financial services at insured depositories, as

opposed to non-depository institutions; (2) purchase their financial services locally; and (3) tend

® See Amel, supra note 4.
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to cluster their purchases of financial services at a single Aprimary(@ financial institution.

The next section reviews the literature. Section Il briefly describes the data. Sections
IV, V and VI examine, respectively, consumers’ relative use of depository and non-depository
ingtitutions, their use of local and non-local financial providers, and the extent to which they
cluster their financial services with one provider. Overall, the results indicate that households
continue, to a substantial degree, to obtain and to prefer to obtain certain key household asset
services, notably checking accounts, at local depository institutions. Section VII concludes and

suggests some directions for future research.

. Previous research on banking markets

Many studies over the years have documented a relationship between interest rates and
concentration across metropolitan areas. In a study based on data from the 1980s, Berger and
Hannan found that deposit rates tended to be lower in metropolitan areas where the banking
industry was relatively concentrated, controlling for other factors that might affect interest rates.EI
Using data on loan rates from 20 cities in 1987-88, Rhoades similarly found that mortgage

This strong

interest rates tended to be higher in cities where concentration was relatively high.
empirical regularity provided support for the view of banking markets as geographically local.
Survey data, showing that households and small businesses tend to bank quite close to
their homes and workplaces, provided further evidence in favor of the local view. Analyzing
data from the 1989 SCF, Elliehausen and Wolken found that 50 percent of households lived or
worked within 2 miles of the institution where they had their checking account, and 75 percent
H

were within 11 miles.™ Additionally, a high proportion of households had more than one
account or loan at their checking-account institution, consistent with the notion of clustering. In

a separate study based on the 1988-89 National Survey of Small Business Finances, Elliehausen

” Allen N. Berger and Timothy H. Hannan, The Price-Concentration Relationship in
Banking, 71 REV. ECON. AND STAT. 291 (1989).

8 Stephen A. Rhoades, EVIDENCE ON THE SIZE OF BANKING MARKETS FROM M ORTGAGE
RATESIN TWENTY CITIES (FED. RES. BOARD STAFF STUDY NO. 162, 1992).

® Gregory E. Elliehausen and John D. Wolken, Banking Markets and the Use of Financial
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and Wolken showed that small- and medium-sized businesses were usually quite close to the
financial institutions with which they did busi ness.l"—QI Kwast, Starr-McCluer, and Wolken
updated these studies, finding that, as of the early 1990s, households and small businesses use
of financial services had changed only mod%tly.IEI

One shortcoming of using survey datato define marketsis that such data measure current
behavior, not the likely actions of households in reaction to price changes by current suppliers.
This means that survey results measure service areas of firms rather than true economic markets.
The service areas of firms provide alower bound for the geographic extent of economic markets,
but markets may be larger if households readily switch to more distant suppliers of banking
services. Evidence on the price sensitivity of bank customersis mixed. Estimation of the
elasticity of demand for bank deposits has shown that demand is quite inel astic.EI On the other
hand, price has been found to be one of the primary determinants of the choice of households
when forming deposit relationshi ps.IE

Some recent studies suggest that the geographic reach of banking markets has broadened
inthe 1990s. Radecki showed that, in some states, large banks now set interest rateson a
statewide basis, suggesting a reduction in sensitivity to variationsin local market conditions.
Also, using data for 1996, he found no significant correlation between interest rates and

bd

concentration across metropolitan areas.~ Cyrnak and Hannan analyzed data on small business

loans collected under the Community Reinvestment Act, documenting a notable risein lending

Services by Households, 78 FED. RES. BuLL. 169 (1992).

19 Gregory E. Elliehausen and John D. Wolken, Banking Markets and the Use of
Financial Services by Small and Medium-Szed Businesses, 76 FED. Res. BuLL. 801 (1990).

1 Myron L. Kwast, Martha Starr-McCluer, and John D. Wolken, Market Definition and
the Analysis of Antitrust in Banking, 42 ANTITRUST BuLL. 973 (1997).

12 Dean F. Amel and Timothy H. Hannan, Establishing Banking Market Definitions
through Estimations of Residual Deposit Supply Equations 23 J. BANKING AND FINANCE 1667
(1999).

3 Elizabeth K. Kiser, Switching Costs in Household Deposit Relationships. Evidence
from Survey Data, mimeo (November 2000).

4 | awrence J. Radecki, The Expanding Geographic Reach of Retail Banking Markets, 4
FED. RES. BANK OF NEW Y ORK ECON. PoLIcy Rev. (1998).



8

ks

shares of out-of-market institutions between 1996 and 1998.~ Petersen and Rajan found that,

among small businesses surveyed in 1993, recently established banking relationships were less
likely to be with alocal institution than relationships begun some time ago.EI
While these studies suggest some broadening in geographic reach, it is not clear that
trends to date necessarily warrant a departure from the current approach to market definition. As
Heitfield points out, the data showing uniformity of prices cited by Radecki do not necessarily
imply that markets are geographically large, and evidence from smaller banks operating in these
i

markets supports local geographic markets.~ Also, the current approach does not assume strictly
local markets, but rather that geographical constraints on households and small businesses are of
sufficient degree to imply pricing power within metropolitan areas. Similarly, allowanceis
aready made for competition from non-bank institutions; the question is whether current
methods appreciably understate its scope or extent. Thus, it would be valuable to know (1)
whether depositories still occupy a central position in households: use of financial services, (2)
whether trends toward use of more distant institutions are broad-based across products and across
consumers, and (3) whether the practice of clustering the purchase of banking servicesis still

widespread. Inthisregard, updated survey evidence has the potential to be quite informative.

I1. The Survey of Consumer Finances

The Survey of Consumer Finances (SCF) isatriennia survey sponsored by the Federal

Reserve Board. The survey collects detailed information on households: assets, liabilities, use of

kd

financia services, and other financial characteristics.™ Since 1989, respondents have been asked

about the financial institutions they use, including the type of institution and its distance, up to 50

1> Anthony Cyrnak and Timothy Hannan, Non-Local Lending to Small Business, mimeo
(June 2000).

18 Mitchell A. Petersen and Raghuram G. Rajan, Does Distance Still Matter? The
Information Revolution in Small Business Lending (NBER Working Paper No. 7685, May 2000).

Y Erik A. Heitfield, What Do Interest Rate Data Say about the Geography of Retail
Banking Markets? 44 ANTITRUST BuLL. 333 (1999).

'8 For ageneral description of the SCF, see Arthur Kennickell, Martha Starr-McCluer,
and Brian Surette, Recent Changesin U.S Family Finances. Results from the 1998 Survey of
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miles, from the home or office of the person who usesit most.— These questions are asked at the

outset of the survey, so that when respondents are asked detailed questions on their loans and
bd

accounts, they can refer back to the institution at which each item isheld.™ This providesrich
insights into households: use of financial institutions, and the changes therein over time.

For purposes of this study, we divide institutions into depository and non-depository
bdl

ingtitutions.~~ Depositories include commercial banks, thrift institutions (savings and loan
associations and savings banks), and credit unions. Non-depositories include finance companies,
brokerages, mortgage and real estate lenders, and other institutions. Because our interest isin
markets for financia services typically supplied by banks, the analysis focuses on certain
financial services for which banks have traditionally been dominant or important providers.
These include checking accounts, savings accounts, money market accounts (both money market
deposit accounts and money market mutual funds), certificates of deposit (CDs), IRA and Keogh
accounts, brokerage accounts, trusts and other managed assets (including annuities), first and
second mortgages, motor vehicle loans, home equity and other lines of credit, and other

consumer loans.

Consumer Finances, 86 FED. REs. BuLL. 1 (2000).

9 Detailed information is collected for amaximum of six institutions. Both institution
type and distance are self-reported, and so may sometimes be reported inaccurately from the
analyst’ s perspective: For example, arespondent may report a non-bank mortgage subsidiary of a
bank as a finance company; another may report distance to a loan-servicing office, rather than to
the office that originated the loan. Conceivably, this may result in some overstatement of the
declining relative importance of banks or local institutions. Nonetheless, results from the
National Survey of Small Business Finances -- in which institution type and distance for banks,
thrift institutions and credit unions are determined from external sources -- show trends quite
similar to those in the SCF, so it seems unlikely that those observed in the SCF are an artifact of
reporting (see Kwast, Starr-McCluer, and Wolken, supra note 11).

| nstitution information is also collected if an institution is mentioned during the
interview that was not reported at the outset of the survey.

2! Detailed definitions of institution types are given in the Appendix.

22 Detailed definitions of account and loan types are given in the Appendix. One service
of potential interest that we cannot cover adequately is credit cards. The SCF does not collect
detailed information on institutions used for credit cards only.
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V. Depository versus non-depository institutions

Table 1 shows the shares of households using various types of institutions from 1989 to

1998.B

ingtitution in 1998 -- afigure that has hardly changed since 1989. The share of households using

Among households having bank-type accounts or loans, 98 percent used a depository

acommercia bank actually rose from 1989 to 1998, in part reflecting a shift away from thrifts
bd

toward banks and credit unions.~ At the same time, the share of households using a non-
depository increased substantially, from below one-third in 1989 to almost two-thirdsin 1998.
Shares more than doubled for al types of non-depositories, including finance companies,
brokerages, mortgage companies, and other non-depositories.

To understand the factors underlying growing use of non-depositories, it is useful to
examine specific types of bank-type accounts and loans and the institutions from which they
were acquired (Table 2). Checking accounts remained overwhelmingly provided by depositories:
In both 1989 and 1998, over 98 percent of checking accounts were at depository institutions.
Savings accounts and CDs also remained quite concentrated at depositories, with depositories
shares at 95 percent or higher in both 1989 and 1998. However, other types of accounts
registered appreciable reductions in shares provided by depositories. The share of money market
accounts declined from 82 percent to 69 percent; the share of IRA/Keogh accounts dropped
substantially, from three-quarters to two-fifths, with the brokerage category picking up the lost
share; and depositories shares of brokerage and trust accounts also dipped. These run-offs
reflect a number of trends during this period, notably the growing use of IRAs for 401(Kk)

rollovers, and the shift toward mutual funds and other equity-based investments for such

2 Here and throughout this paper, analysis is confined to households having at least one
bank-type account or loan, as defined above, from an institutional source. All descriptive
statistics presented here use weights that make the sampl e representative of the population asa
whole (see Kennickell, Starr-McCluer, and Surette, supra note 18).

?* The consolidation of the financial services sector in the 1980s and 1990s has affected
thriftsto a greater extent than banks or credit unions. The shift away from thrifts found in the
survey datais likely due to the decline in the number and size of thrifts relative to banks and
credit unions rather than to disproportionate dissatisfaction with the performance of thrifts.
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accounts.” In terms of bank-type loans, depositories shares declined substantially for
mortgages, vehicle loans, and other consumer loans, as loans shifted to mortgage and consumer
finance companies and other non-depository institutions; only for lines of credit (home equity
and other) did depositories share remain above 80 percent. These shifts reflect a number of
factors that have served to broaden the scope of credit markets in the past 10-15 years, including
automated credit scoring, securitization, and broad-based advertising and solicitation.
Nonetheless, the trend away from depositories may be somewhat overstated here, since some
ingtitutions identified as Afinance companiesi may be non-bank subsidiaries of banks.E
On balance, while depositories certainly remain the most widely used institution type, use
of other institutions has grown considerably, especially for IRA/Keogh accounts and most types
of loans. Depositories clearly remain dominant providers of checking and savings accounts and

CDs, and to some extent lines of credit.

V. Local versus non-local institutions

As mentioned, previous research found that distances between households and their
depository institutions have typically been quite short. The 1998 survey shows virtually no
changein this regard: The median distance between households and their depository institutions
was 3 milesin 1998, unchanged from 1989 (Table 3). However, distances have tended to drift
up at the upper end of the distribution, with the 75" percentile rising from 8 to 10 miles and the
90™ percentile rising from 25 to 50+ miles. All types of depositories showed this stability in the
middle of the distribution of distances, with some upward drift in distances at the upper end. In

contrast, the median distance between households and the non-depository institutions they use

% For further discussion, see Carol Bertaut and Martha Starr-McCluer, Household
Portfoliosinthe U.S, in L. Guiso, M. Haliassos, and T. Jappelli, eds., HOUSEHOLD PORTFOLIOS
(Cambridge, MA: MIT Press, forthcoming, 2001). Of course, returns to stock-based assets were
unusually large between 1989 and 1998, with the S& P 500 rising at an average annual rate of
17.8 percent, compared to an average rate on a 6-month CDs of 5.8 percent. Conceivably, the
shift away from depositories may slow, or even be reversed, should the pace of stock-market
gainsfall off.

%6 See supra note 19.
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rose substantially, from 20 milesin 1989 to 50+ milesin 1998. The rise was particularly
apparent for finance companies and brokerages; the median distance to a mortgage company was
aready at 50+ milesin 1989. Thus, the data show a shift toward institutions at greater distances,
but mostly on the non-depository side.

Again, examining the types of services acquired at local and non-local institutions
providesinsights into these trends (Table 4). Here an institution is considered to be Alocalf if it is
within 30 miles of the home or workplace of the household member who usesit the most. In
1998, about 94 percent of checking accounts were acquired from local institutions, down a bit
from 97 percent in 1989. Shares of savings accounts and CDs acquired from local institutions
also dlipped modestly, while the share of money market accounts fell more appreciably from 91

to 80 percent.EI

But IRA/K eogh accounts registered a pronounced decline, with the share falling
from 88 percent in 1989 to 66 percent in 1998, again reflecting the shift toward mutual funds and
other equity-based investments. The shares of loans acquired from local institutions aso
dropped markedly, with shares of mortgages, vehicle loans, and other consumer loans all falling
by more than 20 percentage points; only for lines of credit did local institutions share remain
above 80 percent.@
As Table 4 uses accounts and loans as the unit of analysis, it does not directly gauge
whether the shift toward non-local institutions is broad-based across households, or whether it is
driven by a subset of households with a disproportionate share of accounts and loans. Thus,
Tables 5 and 6 examine shares of households using local and non-local ingtitutions. Virtually all

households used a local financial institution in both 1989 and 1998 (Table 5). In both years, the

" The survey does not distinguish between money market deposit accounts and money
market mutual funds held at depositories, so the relative importance of these two productsin
causing thistrend is not known.

%8 For local depositories specifically, their share of checking accounts slipped a bit
between 1989 and 1998, from 96 percent to 93 percent, while their shares of savings accounts
and CDs remained around 90 percent. Local depositories’ share of lines of credit also moved
down, but remained at 73 percent in 1998. In contrast, local depositories’ share of IRA/Keogh
accounts fell from 70 percent to 37 percent; their share of mortgage loans dropped from 68 to 42
percent; their share of vehicle loans declined from 77 percent to 50 percent; and their share of
other consumer loans plunged from 74 percent to 27 percent.
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share of households using alocal depository was above 95 percent, and the share using alocal
commercia bank exceeded three-fourths. While non-local institutions are not as widely used as
local institutions, their use has grown substantially over time: More than one-half of households
used anon-local institution in 1998, up from about one-quarter in 1989. The use of non-local
depositories climbed from 15 percent of householdsin 1989 to 26 percent of households in 1998,
while the use of non-local non-depositories rose by more than 30 percentage points, from 11
percent of households in 1989 to 42 percent in 1998.

As might be expected, households that were younger or better-off showed the largest
increases in use of non-local institutions (Table 6). In 1998, households in the top quarter of the
income distribution were twice as likely to use anon-local institution as those in the bottom
quarter. Similarly, those in the under-35 age range were amost twice as likely as those in the 65-
and-over group to use adistant firm. Even so, use of non-local institutions has increased across
the age and income distributions; for example, even in the bottom quarter of the income
distribution and in the 65+ age group, the share of households using a non-local institution rose
more than 15 percentage points between 1989 and 1998.

In sum, the data show growing use of institutions located at greater distances. While the
use of non-local depositories has grown somewhat, it is the use of non-local non-depositories that
has increased dramatically. Nonetheless, for a core of bank-type products, these trends are hardly
discernible: For checking accounts, savings accounts, and CDs, 90 percent of services are still

acquired within the local market.

VI. Clustering of financial services

As mentioned, the courts and antitrust agencies have defined the relevant product market
in bank mergersto be the full range of financia services offered by commercial banks. This
approach is based on the notion that bank customers cluster their purchases at their primary
depository institution, due to a cost advantage or settled consumer preference for acquiring
servicesjointly.

We can gain some insight into the empirical importance of clustering by looking at
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households Aprimary( institutions and what business they do thereE

The types of institutions
used by households as their primary institution have not changed much over time (Table 7). In
1998, about 95 percent of households identified a depository as their primary institution, down
only anick from 97 percent in 1989. The share using acommercial bank rose from 65 percent in
1989 to 67 percent in 1998, while the share using a credit union rose from 10 percent to 16
percent; again these trends partly reflect a shift away from thrifts, for which the share dropped
from 22 percent to 12 percent.

The share of households having accounts or loans at institutions other than their primary
institution rose from 71 percent in 1989 to 82 percent in 1998. Use of non-primary depositories
held steady at a bit below two-thirds of households. In contrast, use of non-primary non-
depositories soared, from about one-fourth of households in 1989, to aimost three-fifths in 1998.
All types of non-depositories registered large gains. This suggests that, at least for some
financia products, households are less tied to obtaining services from their primary financial
institution than they were ten years ago.

Concerning the tendency to cluster use of financial services at the primary institution,
here the evidence from the survey is somewhat mixed. On one hand, the share of all accounts
and loans acquired at primary institutions has tended to decline over time B from 56 percent in
1989 to 47 percent in 1998 (Table 8). Again, the experience differs considerably across the
different types of accounts and loans. The share of checking accounts acquired from the primary
ingtitution held steady from 1989 to 1998, just below three-quarters. The shares for savings
accounts, money market accounts, CDs, and lines of credit fluctuated somewhat, but remained
above 50 percent in 1998. In contrast, the share for IRA/K eogh accounts declined from two-
fifths to one-quarter, and the shares for mortgages, vehicle loans, and other consumer loans also
fell substantially.

On the other hand, it remains true that a majority of households consume more than one

service at their primary ingtitution. Table 9 shows the percentage of households that obtain a

 The primary institution is identified by the respondent as that at which the household
does the most business.
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particular service from their primary institution, conditional on the number of services obtained
from that institution. For example, for 85 percent of households that obtained three services
from their primary institution in 1998, a checking account was one of those three services. The
last column of the table shows that the share of households having more than one service at the
primary institution rose somewhat between 1989 and 1998, from 57 percent to 64 percent. Of
those househol ds having more than one service at the primary institution, most had two or three
services; in 1998, as in 1989, the most common combination of services was a checking account
with a savings account, but many other combinations of accounts and loans occur. Thus, while
the share of bank-type services acquired from the primary institution has fallen since 1989, the
tendency to acquire more than one service from the primary institution has not weakened over
time. This suggests that, although consumers may still have some settled preference for

acquiring services together, this preference has probably decreased in relative importance.

VIl.  Summary and implications

Evidence from the 1998 Survey of Consumer Finances suggests that for some services,
such as checking accounts, households still use depository institutions almost exclusively.
However, for other services, including all types of loans other than lines of credit, banks appear
to face increasing competition from non-depositories. Similarly, households still rely almost
totally on local financial firmsfor some services, but increasingly use non-local providers for
other services. Furthermore, the services that tend to be purchased only from depositories tend to
be the same services that are acquired locally. For these products — mainly transactions accounts,
CDs, and lines of credit — it appears that the current approach of antitrust authorities in defining
local markets limited to depository institutions still accurately reflects competitive conditions.

Survey results on the clustering of financial services do not provide such clear support for
current policy. While the number of financial services that households purchase from their
primary institutions has increased, the percentage of services purchased at the primary institution
has dropped in recent years. The greater-than-proportional increase in purchases from non-

primary suppliers that this reflects has been particularly strong for investments such as
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IRA/K eogh accounts, which tend to be long-term, and for most types of loans. Thus, thereis
some evidence that the premise underlying the entire cluster of banking products as the proper
product market definition is weakening over time.

If antitrust authorities continue to rely on the cluster of bank products as the relevant
product market definition, despite the increasing reliance of households on multiple providers of
financial services, it will likely become increasingly difficult to maintain that only local
depository institutions should be considered competitors in the market. If, on the other hand, a
narrower definition of the cluster is utilized or if product lines such as transactions accounts are
considered separate product markets, it is clear that, at present, some important markets continue
to berestricted to local depositories.

There are important caveats to this conclusion. These results reflect current behavior, but
do not show what would happen if local institutions were to raise pricesin unison. Thus, the
results measure service areas of firms rather than true economic markets, and further research on
the price-sensitivity of financial customersis needed. Also, this research only examines the
behavior of households. Small businesses are very important consumers of bank services, and
may be more or less constrained to the use of local depositories or more or less prone to cluster
their purchases than are the households surveyed here. Finally, recent developmentsin electronic
technol ogies have been very rapid and could quickly make results based on a 1998 survey

obsolete. Future research will be needed to assess the effects of technological developments.



Item

Ingtitution types

Commercial banks
Thrifts

Credit unions
Finance companies
Brokerages
Mortgage companies

Other non-depositories

Account types
Checking accounts

Savings accounts
Money market accounts
Certificates of deposit
IRA/Keogh

Brokerage
Trusts

Mortgages
Vehicle loans
Lines of credit
Other loans

Other items
Primary ingtitution

Distance
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Appendix
Definition

Note: Institution types are identified by respondentsin response to the question, AWhat
kind of institution isthis? Isit acommercial bank, a savings and loan or savings bank, a
credit union, afinance or loan company, a brokerage, or what?i If the respondent does
not know the institution type but has provided the ingtitution name, the type can usually
be identified by survey staff.

Commercial banks and trust companies.

Savings banks, and savings and loans companies.

Credit unions.

Consumer finance, auto finance, loan, and student loan companies.

Brokerages, mutual fund companies, and insurance companies.

Mortgage companies and real estate lenders. Includes some mortgage institutions
recorded as finance companies (see Kennickell et al., supra note 18, at 25).
Government agencies, retail establishments, collection agencies, leasing companies,
foreign institutions, miscellaneous farm lenders, and miscellaneous other institutions.

Checking accounts other than money market.

Includes passbook accounts, share accounts, Christmas Club accounts, and any other type
of savings account.

Money market deposit accounts and money market mutual funds.

Short- and long-term CDs.

Individual Retirement Accounts and Keogh accounts, including accounts established as
pension rollovers.

Accounts for the purchase or sale of stocks and other securities.

Trusts, annuities, and management investment accounts in which the household has an
equity interest.

First and second mortgages and home equity loans on the primary residence, and loans for
other real estate.

Loans for the purchase of any type of vehicle (autos, vans, trucks, sport utility vehicles,
motorcycles, recreational vehicles, airplanes, and boats) owned for personal use.

Home equity and other lines of credit.

Loans for home improvement or repair, student loans, installment loans, personal loans.
(Note that the SCF does not collect information on credit card institutions).

Ingtitution identified in response to the question, AWhat is the name of the financial
institution where you [and your family living here] do the most business?

Respondents are asked, ARoughly, how many milesis the office or cash machine of this
institution from the home or workplace of the person who uses it most often? (We want
the closer of the distance from the home or workplace).f Distances are recorded up to a
maximum of 50 miles. Included in the 50+ category are institutions located in foreign
countries and those dealt with by toll-free phone number, post office box, or the Internet.
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Table 1. Percentage of households using institutions of different types, 1989-1998
Percentage of households using an institution of this type

1989 1992 1995 1998

All institutions 100.0 100.0 100.0 100.0
Depositories 99.2 99.2 99.3 98.4
Commercia banks 78.7 85.2 85.2 83.2
Thrift institutions 42.7 31.0 25.1 23.5
Credit unions 30.6 35.7 38.8 36.8
Non-depositories 27.5 42.1 51.3 62.3
Finance companies 7.8 12.7 18.2 22.9
Brokerage firms 15.0 22.3 28.3 34.9
Mortgage finance companies 6.2 14.3 15.7 21.2
Other non-depositories 0.9 2.3 2.2 4.9

Note: Excludes households that do not use financia services provided by an institutional source.



1989

All accounts
Checking
Savings
Money market
CDs
IRA/Keogh
Brokerage
Trusts

All loans
Mortgages
Vehicle
Lines of credit
Other loans

Accts & loans

1998

All accounts
Checking
Savings
Money market
CDs
IRA/Keogh
Brokerage
Trusts

All loans
Mortgages
Vehicle
Lines of credit
Other loans

Accts & loans
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Table 2. Share of servicesacquired from different types of institutions, by type of service, 1989 and 1998

All

91.0
99.3
99.0
82.1
96.7
74.8
101
46.8
85.4
80.9
90.3
89.5
84.5
89.8

All
81.7
98.4
97.9
68.5
94.8
41.8
74
26.4
57.7
56.1
65.5
82.1
36.4
74.9

Share of services from depositories

Commercid
banks
53.1
68.6
43.2
47.0
50.1
42.8

8.5
28.8
459
40.4
52.3
52.3
425
515

Commercid
banks
51.5
69.5
49.1
50.0
65.0
25.7

6.3
19.1
37.3
39.5
36.3
52.0
26.2
475

Thrifts
23.9
20.2
26.0
25.8
39.4
24.2

0.8

8.9
23.3
36.1
11.6
15.7
17.8
23.7

Thrifts
10.5
115
12.9

8.5
16.7
6.2
0.6
34
8.3
12.2
49
11.6
35
9.9

Credit
unions
14.1
10.5
29.8
9.3
7.3
7.8
0.8
9.0
16.1
4.4
26.3
215
24.2
145
Credit
unions
19.7
17.4
359
10.1
13.0
9.9
0.4
3.9
12.1
45
24.4
18.5
6.7
17.6

All
9.0
0.7
1.0
17.9
3.3
25.2
89.9
53.2
14.6
191
9.7
105
155
10.2

All
18.3

16

21
315

52
58.2
92.6
73.6
42.3
43.9
34.5
17.9
63.6
251

Share of services from non-depositories

Finance Mortgage
companies Brokerages companies Other
0.2 8.6 0.1 0.1
0.1 0.5 0.1 0.0
0.1 0.9 0.0 0.0
0.1 17.3 0.0 0.5
0.1 3.2 0.0 0.0
0.4 24.2 05 0.1
0.6 89.0 0.0 0.3
5.9 47.3 0.0 0.0
5.6 0.8 7.8 0.3
0.2 0.5 17.8 0.6
9.2 0.2 0.3 0.0
5.4 3.3 17 0.0
14.3 0.4 0.3 0.5
14 6.9 1.8 0.1
Finance Mortgage

companies Brokerages companies Other
0.5 17.6 0.1 0.1
0.2 12 0.1 0.0
0.2 18 0.1 0.0
0.6 30.6 0.1 0.1
0.3 45 0.0 0.3
15 56.3 0.2 0.3
0.9 91.7 0.0 0.0
14 71.0 0.0 12
19.0 13 185 3.6
0.0 11 42.6 0.2
32.3 0.3 0.4 15
7.4 3.0 5.0 25
46.4 2.2 0.4 14.6
5.7 13.0 53 11
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Table 3. Distancesfrom institutionsused, by institution type, 1989 and 1998

Distance in miles, by percentile:

1989 25"  Median 75" 90"

Depositories 1 3 8 25
Commercial banks 0 2 7 20
Thrift institutions 1 3 7 22
Credit unions 1 5 18 50
Non-depositories 6 20 50 50
Finance companies 3 10 50 50
Brokerage firms 5 15 50 50
M ortgage finance companies 15 50 50 50
Other non-depositories 15 31 50 50
1998 25" Median 75" oo"

Depositories 1 3 10 50
Commercia banks 0 3 8 50
Thrift institutions 0 3 10 50
Credit unions 2 6 20 50
Non-depositories 10 50 50 50
Finance companies 16 50 50 50
Brokerage firms 7 40 50 50
M ortgage finance companies 40 50 50 50
Other non-depositories 4 14 50 50

Note: Distances are recorded up to a maximum of 50 miles.
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Table4. Sharesof servicesacquired from local institutions and local depositories,
by type of service, 1989-98

Share of services acquired from &

Local institution Local depository institution

1989 1992 1995 1998 | 1989 1992 1995 1998

All accounts& loans 904 839 797 776| 836 752 703 671
All accounts 930 882 8.8 85| 85 799 767 760
Checking 968 945 935 942 94 940 927 933
Savings 924 885 877 98| 917 872 865 898
Money market 909 849 818 797 784 717 660 63.6
CDs 940 917 898 911| 917 889 876 880
IRA/Keogh 87.7 76.9 69.1 65.5 70.3 530 424 372
Brokerage 803 732 66.0 602 94 8.7 5.9 6.3
Trusts 552 622 604 578 295 321 229 221
All loans 811 719 641 57.7 73.3 61.9 540 448
Mortgages 762 678 595 533| 683 575 502 423
Vehicles 827 768 660 613| 769 686 562 50.2
Lines of credit 866 8.1 833 86| 80 779 781 734
Other loans 8.6 642 609 489 739 500 456 269
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Table 5. Per centage of households using local and non-local financial institutions, 1989-98

Percentage of households using:

Local institution Non-local institution

1989 1992 1995 1998 1989 1992 1995 1998

All institutions 9.1 98.4 98.2 98.4 23.7 39.9 46.4 54.2
Depositories 98.4 97.7 97.3 96.9 151 24.2 26.3 25.8
Commercial banks 76.5 82.0 81.7 79.8 7.4 13.9 16.3 16.3
Thrift institutions 40.5 277 21.7 20.3 4.0 4.8 4.4 4.5
Credit unions 26.4 29.1 315 30.6 54 9.0 9.5 8.2
Non-depositories 18.9 26.3 30.7 35.2 114 23.6 30.5 424
Finance companies 57 7.9 9.5 9.9 2.3 5.8 9.9 151
Brokerages 10.3 14.7 18.8 20.7 5.8 10.6 13.2 19.9
Mortgage companies 3.0 5.0 4.4 6.2 3.4 9.6 114 15.7
Other 0.6 11 1.3. 31 04 12 0.9 19
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Table 6. Share of households using local and non-local institutions, by age of head and income per centile,

1989 and 1998

Local Non-local
Any Depository | Non-depository Any Depository | Non-depository
1989 1998 | 1989 1998 | 1989 1998 | 1989 1998 | 1989 1998 | 1989 1998
All households 991 984 984 969 189 35.2 237 542 151 258 114 424
Age of head:
<35 9.0 976 978 946 154 30.3 276 628 201 301 108 48.7
35-54 995 981} 988 96.7{ 214 38.6 273 616} 169 29.7 143 48.8
55-64 986 991 986 986 198 38.8 193 514§ 100 233§ 111 40.3
65+ 99.0 995 982 98.7| 180 315 157 321 95 151 7.6 24.3
Income:
Bottom25% 979 970} 965 937 8.7 20.2 13.7 315} 100 136 4.0 22.3
25%-50% 96 986 982 972 149 30.8 186 490 104 230 9.3 36.0
50%-75% 993 989 992 981 185 40.1 301 632| 194 30.2| 158 50.2
Top 25% 99.7 992 996 98.7{ 332 49.9 323 730 207 364 165 61.0
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Table 7. Per centage of households using various types of institutions, 1989-1998

All institutions

Depositories
Commercia banks
Thrift institutions

Credit unions

Non-depositories
Finance companies
Brokerages
Mortgage companies
Other

Percentage of households using:

Primary institution

Non-primary institution

1989 1992 1995 1998 1989 1992 1995 1998
100.0 100.0 100.0 100.0 71.1 76.2 80.8 814
96.5 96.8 96.7 95.0 64.7 67.7 67.6 64.2
64.6 71.5 70.7 67.3 36.8 45.9 47.8 46.1
224 13.3 11.3 121 27.2 21.5 171 14.5
9.5 119 14.7 155 22.9 26.5 27.3 24.8
35 3.2 3.3 5.0 25.5 40.3 50.1 59.9
1.0 0.8 0.8 12 7.0 12.1 17.6 21.9
13 11 16 2.5 14.0 21.7 27.6 33.5
12 12 0.8 0.8 5.2 13.1 14.9 20.5
0.0 0.2 0.2 05 0.9 21 21 4.5
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Table 8. Percentages of servicesacquired from primary institution, 1989-1998

1989 1992 1995 1998

All accounts and loans 55.8 48.6 47.9 47.3
All accounts 58.8 53.7 55.5 55.7
Checking 73.0 71.8 73.1 72.9
Savings 55.4 514 54.6 60.5
Money market 53.8 50.0 49.6 51.7
CDs 51.0 454 48.6 50.8
IRA/Keogh 411 30.7 28.3 26.2
Brokerage 18.6 11.6 11.8 125
Trusts 21.5 16.4 18.7 17.9
All loans 45.3 3.1 28.8 26.0
Mortgages 39.2 32.0 24.5 229
Vehicle 45.7 33.2 28.1 27.0
Lines of credit 55.6 48.9 50.4 53.2

Other loans 521 29.7 275 16.9
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Table 9. Share of households having at least one service of the specified type at primary institutions,

by number of servicesat the primary institution, 1989 and 1998

Share of households having at |east one service of the specified type at the primary institution

Number of

services at

the primary

institution Checking Savings MMA

1989
1 65.4 9.6 6.7
2 80.1 399 154
3 86.2 50.7 240
4 87.8 57.7 30.3
5 83.8 62.7 385
6 o4.7 75.5 234
7 87.1 74.8 36.6
All 75.8 31.8 154
1998
1 71.2 9.7 4.8
2 83.4 577 120
3 85.1 705 189
4 87.6 759 220
5 92.1 7.7 20.5
6 93.8 89.2 174
7 94.0 895 29.1
All 80.3 459 121

Cb

21
18.0
26.5
335
451
41.7
23.6
151

13

7.5
20.6
23.0
275
27.9
32.8
104

MEMO:
% of
IRA/Keogh Brokerage Trust Mortgage Vehicle LOC Other households

16 0.8 0.0 7.8 3.9 0.6 2.0 42.9
4.8 15 0.7 11.7 8.4 5.6 4.2 27.7
15.7 1.8 0.0 14.7 20.3 10.2 7.3 15.0
29.6 25 0.4 21.8 17.6 156 159 8.1
49.7 9.0 31 28.8 214 155 10.6 3.3
55.2 10.3 34 36.4 29.7 295 116 1.6
45.0 11.7 2.0 67.6 32.2 370 226 13
9.9 19 0.4 13.0 10.1 6.1 5.3 100.0
1.0 1.0 0.1 6.1 2.6 0.5 2.3 36.2
3.7 2.2 13 8.6 7.4 5.0 2.8 30.5
14.9 1.7 2.3 19.7 16.1 13.2 55 18.2
28.1 4.8 25 22.3 18.1 14.7 4.7 7.7
38.1 9.1 45 26.5 28.2 18.9 6.6 41
40.1 6.8 31 24.5 21.0 16.7 9.8 1.9
42.7 10.2 1.2 34.6 42.0 323 170 14
9.3 2.4 1.3 12.2 9.6 6.8 3.8 100.0
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